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lnternai Revenue Service Department of the Treasury 

VJash~ngton. DC 20224 

Person to Contact 

******* * 
Date: 

E.I.N. : *********  
K. D. 0. : *** ******  

Dear Applicant : 

We have considered your applicat ion fo r  recognit ion of 
exemption from federa l  income tax under sec t ion  501(c) ( 3 )  of the  
In t e rna l  Revenue Code. Based on the information submitted, we have 
concluded t h a t  you do not qualify under t h a t  section. 

You were incorporated under the Laws of  *********  on **** *   
****.  In  your a r t i c l e s  of incorporation, you s ta ted  your purpose 
a s  lqPublic Consumer Educationzl Service". 

Ar t i c le  2 ,  Section 2 of your bylaws lists your spec i f i c  
ob jec t ives  and purposes a s  : 

(a)  To provide consumer educational information. 

(b) To educate t h e  new car buyer concerning p r ice ,  r e b a t e  
and negotiat ion advice. 

(c) To publish a s e r i e s  of a r t i c l e s  t h a t  focus on 
se lec t ing ,  purchasing, financing and maintaining a n e w  
automobile. 

(d) To engage i n  other a c t i v i t i e s  r e la ted  t o  educating 
t he  publ ic  concerning consumer issues. 

(e) To conduct research and write a r t i c l e s  t o  support t h e  
above a c t i v i t i e s .  

Since your inception, your a c t i v i t i e s  have been t o  educate 
t h e  pub l ic  on a va r ie ty  of consumer issues wi th  spec ia l  a t t e n t i o n  
t o  educating t h e  public  on how t o  se lec t ,  pr ice ,  f inance ,  and 
maintain a new automobile. One of t he  services  t h a t  you provide 
o f f e r s  automobile invoice cos t ,  unpublished r eba t e  information, and 
negot ia t ing  advice a t  a  fee  s l igh t ly  above c o s t .  Ar t i c les  have been 
published i n  house pertaining t o  the above sub jec t s  and d i s t r i bu t ed  
t o  pub l ic  l i b r a r i e s  and p r i n t  media a t  no charge. Volunteer s t a f f  
and pa id  contrac tors  ac t ive ly  contribute t o  the research, wr i t ing ,  
dd i t ing  and production processes of these  a c t i v i t i e s .  
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You r e l y  on e d i t o r i a l  a r t i c l e s  i n  t h e  p r i n t  media and  
r e f e r r a l s  f r o m  p r e v i o u s  c a l l e r s  t o  p u b l i c i z e  your s e r v i c e s .  

You s t a t e  t h a t  you make a s p e c i a l  e f f o r t  t o  reach  women, who 
according t o  t h e  Harvard Law ~ e v i e w ,  Feb. 1991, a r e  " t a r g e t e d  by 
t h e  sales. p r o c e s s  a n d  pay s i g n i f i c a n t l y  h igher  p r i c e s  f o r  new 
cars" .  

You p rov ide  your  se rv ices  through t h e  u s e  of a  "900" number. 
There is no charge  fo r  t h e  first minute,  however, each a d d i t i o n a l  
minute  is  $*** . S i n c e  your averaoe c a l l  t a k e s  about  f i v e  minu t e s ,  
t h e  t y p i c a l  ca l l  c o s t s  approximately $*** . Th i s  appears  t o  be youl. 
s o l e  source  of revenue.  

Sec t i on  501 (c) ( 3  ) of the Code prov ides  f o r  t h e  exemption f rom 
f e d e r a l  income t a x  o f  o r g a ~ i z a t i o n s  organized and operated 
exc lu s ive ly  for r e l i g i o u s ,  c h a r i t a b l e  o r  educa t i ona l  purposes ,  no  
p a r t  of  t h e  n e t  e a r n i n g s  of which i n u r e s  t o  t h e  b e n e f i t  of a n y  
p r i v a t e  sha r eho lde r  o r  ind iv idua l .  

Sec t i on  1.501 (c) ( 3 )  -1 (b) ( 4 )  of t h e  Income Tax Regu l a t i ons  
p rov ide s  t h a t  an o rgan i za t i on  is not o rgan ized  exc lu s ive ly  f o r  o n e  
o r  m o r e  exempt pu rpose s  un less  its assets a r e  d e d i c a t e d  t o  a n  
exempt purpose .  I t  f u r t h e r  provides that an  o rgan i za t i on  does  n o t  
meet t h e  o r g a n i z a t i o n a l  t e s t  if its articles o r  t h e  law of the  
S t a t e  i n  which it was c rea ted  p rov ide  t h a t  i ts a s s e t s  would, upon 
d i s s o l u t i o n ,  be d i s t r i b u t e d  t o  i t s  m e m b e r s  o r  shareho lders .  

Sec t i on  2.501 (c)  ( 3 )  -1 (d)  (1) (ii) o f  t h e  r e g u l a t i o n s  p r o v i d e s  
t h a t  a n  o rgan i za t i on  is not  organized or opera ted  e x c l u s i v e l y  f o r  
one or  more exempt purposes  un l e s s  it s e r v e s  a  p u b l i c  r a t h e r  t h a n  
a  p r i v a t e  i n t e r e s t .  Thus, t o  meet t h e  requirement  o f  t h i s  
subd iv i s i on ,  it is necessa ry  f o r  an o r g a n i z a t i o n  t o  e s t a b l i s h  t h a t  
it is not  o rgan i zed  o r  operated f o r  t h e  b e n e f i t  of  p r i v a t e  
i n t e r e s t s  s u c h  a s  des ignated i nd iv idua l s ,  t h e  c r e a t o r  o r  h i s  
fami ly ,  sha r eho lde r s  of t h e  o rgan iza t ion ,  o r  pe rsons  c o n t r o l l e d  by 
such p r i v a t e  i n t e r e s t s .  

Sec t i on  1.501 (c) ( 3 )  -1(d) ( 3 )  of the r e g u l a t i o n s  p rov ide s  t h a t  
t h e  t e r m  l l educa t i ona lw ,  as used i n  s e c t i o n  501 (c) ( 3 )  , r e l a t e s  t o ,  
( a )  The i n s t r u c t i o n  o r  t r a i n i n g  of t h e  i nd iv idua l  f o r  t h e  pu rpose  
of improving o r  developing his c a p a b i l i t i e s ;  o r  (b) , T h e  
i n s t ~ u c t i o n  of t h e  p u b l i c  on sub j ec t s  u s e f u l  t o  t h e  i n d i v i d u a l  and  
b e n e f i c i a l  t o  t h e  community. 
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Sec t ion  1.501 (c)  (3)  -1 (e)  (1) provides t h a t  an o rgan iza t ion  may 
m e e t  t h e  requirements of section 501(c) ( 3 )  although it opera tes  a  
t r a d e  o r  bus iness  a s  a  s u b s t a n t i a l  pa r t  of i ts a c t i v i t i e s ,  i f  t h e  
ope ra t ion  of such t r a d e  or  business  is i n  fu r the rance  of t h e  
o r g a n i z a t i o n ' s  exempt purpose or purposes and i f  t h e  organiza t ion  
is not organized 0:- operated f o r  t h e  primary purpose of car ry ing  
on an un re l a t ed  t r a d e  o r  business  ... An organiza t ion  which is 
organized and operated f o r  the primary purpose of ca r ry ing  on an 
un re l a t ed  t r a d e  o r  business is n o t  exempt under s e c t i o n  501(c) ( 3 )  
even though it h a s  c e r t a i n  r e l i g i o u s  purposes. . . . 

Sect ion  513 of  t he  Code d e f i n e s  "unrelated t r a d e  o r  businesss1 
a s  any t r a d e  or  business  t h e  conduct of which is not  s u b s t a n t i a l l y  
r e l a t e d  ( a s i d e  from t h e  need of such organizat ion f o r  income o r  
funds o r  t h e  use it makes of the profits derived) t o  t h e  exe rc i se  
o r  performance by such organizat ion of i ts  cha r i t ab le ,  educat ional  
o r  o ther  purpose o r  funct ion c o n s t i t u t i n g  t h e  b a s i s  f o r  its 
exemption under s e c t i o n  501, w i t h  ce r t a in  except ions no t  here  
r e l evan t .  

Sec t ion  1.513-l(b) of the r egu la t ions  provides t h a t  t h e  term 
I1trade o r  businessI1 has t h e  same meaning it has i n  s e c t i o n  162,  and 
gene ra l ly  inc ludes  any a c t i v i t y  c a r r i e d  on f o r  t h e  product ion of 
income from t h e  s a l e  of goods o r  performance of s e r v i c e s .  It j.s 
f u r t h e r  provided t h a t  ac t iv i t l \ ? . s  of producing o r  d i s t r i b u t i n g  goods 
o r  performing s e r v i c e s  from which a  p a r t i c u l a r  anount of gross  
income is der ived  do not l o se  i d e n t i t y  a s  t r a d e  o r  bus iness  merely 
because t h e y  a r e  c a r r i e d  on wi th in  a  l a rge r  complex of other  
endeavors which may, o r  may not be r e l a t ed  t o  t h e  exempt purpose 
of t h e  o rgan iza t ion .  

I n  B.S.W. Grour,, Inc .  v. Comm.,  70 T.C. 352 (1978), an 
o r g a n i z a t i o n ' s  s o l e  a c t i v i t y  was t o  o f f e r  consul t ing  s e r v i c e s  f o r  
a  fee t o  non-prof it, l imi t ed  resource  organizat ions engaged i n  
va r ious  r u r a l - r e l a t e d  a c t i v i t i e s .  The court  held t h a t  t h e  Group's 
primary purpose was commercial, and therefore ,  it d i d  n o t  q u a l i f y  
f o r  exemption. 

'"The c o u r t  reasoned t h a t  under  t h e  opera t iona l  test ,  t h e  
purpose towards which an organiza t ion  s a c t i v i t i e s  a r e  d i r e c t e d  and 
not t h e  na tu re  of  t h e  a c t i v i t i e s  themselves, is u l t ima te ly  
d i s p o s i t i v e  of t he  o rgan iza t ion i s  r i g h t  t o  be c l a s s i f i e d  a s  a  
s e c t i e ~ n  5 0 1  (c) (3) organization exempt from t a x  under s e c t i o n  
5 0 1  ( a )  . . . P e t i t i o n e r  is engaged i n  one and only one a c t i v i t y ,  but 
it is p o s s i b l e  f o r  such a n  a c t i v i t y  t o  be ca r r i ed  on f o r  more than 



********** ******  *****  

one purpose . . .  The f a c t  t h a t  p e t i t i o n e r ' s  a c t i v i t y  may c o n s t i t u t e  
a t r a d e  o r  busi.nrsss does  n o t ,  o f  i t se l f ,  d i s q u a l i f y  it from 
c l a s s i f i c a t i o n  under s e c t i o n  5 0 1 ( c )  ( 3 ) ,  provided t h e  a c t i v i t y  
f u r t h e r s  o r  accomp:Lishes an  exempt purpose..  . Rather ,  t h e  c r i t i c a l  
i n q u i r y  is  whether p e t i t i o n e r ' s  primary purpose f o r  engaging i n  i t s  
so le  a c t i v i t y  is a11 exempt purpose ,  o r  whether its pr imary purpose 

. is t h e  nonexempt one  of o p e r a t i n g  a commercial b u s i n e s s  p.roducing 
n e t  p r o f i t s  for p e t i t i o n e r s . . . " .  

Rev. Rul. 60-351, 1960-2 C.B. 169  d i s c u s s e d  an o r g a n i z a t i o n  
o r g a n i z e d  and opera ted  on a  non-prof i t  basis. The orgaxli.zation 
p u b l i s h e d  a  f orei.gin language magazine c o n t a i n i n g  f i c t i o n ,  p o e t r y ,  
book  reviews and a r t i c l e s  a l l e g e d  t o  be of l i t e r a r y ,  s c i e n t i f i c  and 
e d u c a t i o n a l  c h a r a c t e r .  The magazine %'as made a v a i l a b l e  t o  t h e  
g e n e r a l  p u b l i c  through r e g u l a r  p a i d  s u b s c r i p t i o n s ,  The r u l i n g  h e l d  
t h a t  s i n c e  t h e  sole! a c t i v i t y  of t h e  corpora t ion  was t h e  p u b l i s h i n g  
a n d  p u b l i c  s a l e  o:E a magazine it was not exempt from f e d e r a l  income 
tax under  section^ !501 (c) (3)  . 

Rev. Rul.  67-4, 1967-1 C.B. 1 2 1 ,  p r o v i d e s  t h a t  t h e  
p u b l i c a t i o n  o f  p r i n t e d  m a t e r i a l  may be e d u c a t i o n a l  i f  : 

( a )  t h e  cont .ent  of t h e  p u b l i c a t i o n  is e d u c a t i o n a l ,  

(b) t h e  preiparat ion o f  t h e  m a t e r i a l  f o l l o w s  methods 
g e n e r a l l y  accepted a s  w e d u c a t i m a l l '  i n  c h a r a c t e r ,  

(c) t h e  d i s t r i b u t i o n  of t h e  m a t e r i a l  is n e c e s s a r y  o r  
v a l u a b l e  i n  ach iev ing  t h e  o r g a n i z a t i o n ' s  e d u c a t i o n a l  and 
s c i e n t i f i c  purposes,  and 

(d) t h e  mannler i n  which t h e  d i s t r i b u t i o n  is accomplished 
is d i s t i n g u i s i n a b l e  from o r d i n a r y  commercial p u b l i s h i n g  
p r a c t i c e s .  

An organizat i lon  is n o t  o p e r a t e d  e x c l u s i v e l y  f o r  c h a r i t a b l e  
p u r p o s e s ,  and t h u s  w i l l  n o t  q u a l i f y  f o r  exemption under  s e c t i o n  
5 G l ( c )  (3 ,  i f  it h a s  a  s i n g l e  non-char i t ab le  purpose  t h a t  is 
s u b s t a n t i a l  i n  n a t u r e .  T h i s  is t r u e  r e g a r d l e s s  o f  t h e  number o r  
impor tance  o f  t h e  o r g a n i z a t i o n ' s  c h a r i t a b l e  purposes .  B e t t e r  
B u s i n e s s  Bureau V. United S t a t e s ,  326 U . S .  278 (1945) ; S t e v e n s  
B r o s .  Foundat ion,  Inc .  v. Commissioner, 324 F.2d 633 ( 8 t h  C i r .  
1963), , a f f  Is. 3 9  T.C. 93 (1962) ,  C e r t .  denied,  376 U.S. 969 (1964) .  
Operating f o r  t h e  b e n e f i t  o f  p r i v a t e  p a r t i e s  who are n o t  m e m b e r s  
of a c h a r i t a b l e  class c o n s t i t u t e s  such a  s u b s t a n t i a l  nonexempt 
purpose .  Old Domixj.on Box Co. , Inc .  v. United States, 477 I?. 2d 340 
(4th C i r .  1973) ,  cert.  den ied ,  413 U.S. 910 (1973) .  



-5- 

********** ******  *****  

To q u a l i f y  f o r  exemption under s e c t i o n  501 (c) (3) of  t h e  Code, 
you must  e s t a b l i s h  t h a t  you a r e  organized and opera ted  e x c l u s i v e l y  
f o r  r e l i g i o u s ,  c h a r i t a b l e ,  or e t iucat ional  purposes and t h a t  no p a r t  
of your  n e t  e a rn ings  irrure t o  t h e  benef!.t of a  p r i v a t e  i n d i v i d u a l  
o r  sha r eho lde r .  Your a r t i c l e s  of incorpora t ion  do no t  s a t i s f y  t h e  
o r g a n i z a t i o n a l  test  o f  s e c t i o n  501(c) ( 3 )  because  t h e y  do n o t  
describe purposes  listed i n  t h a t  s e c t i o n ,  nor  do t hey  provide  f o r  
d i s p o s i t i o n  o f  your a s s e t s  f o r  exc lu s ive ly  c h a r i t a b l e  purposes  upon 
your c i i s so lu t ion .  These o rgan i za t i ona l  d e f i c i e n c i e s  may be overcome 
by amending your  c h a r t e r ,  which you have  expressed a wi . l l ingness  
t o  do  i f  necessa ry .  

An exempt o r g a n i z a t i o n t s  a c t i v i t i e s  which a r e  conducted i n  a 
manner s i m i l a r  t o  commercial under takings  c o n s t i t u t e  u n r e l a t e d  
t r a d e  o r  bus ine s s  a s  d e f i n e d  i n  s e c t i o n  513 o f  t h e  Code, and t h e  
income de r ived  the re f rom is taxab le .  S e e  Rev. Rul. 55-676, 1355-2 
C.B. 266. The Xuling s t a t e d  t h a t  "a t r a d e  o r  b u s i n e s s  n o t  o the rw i se  
related does n o t  become s u b s t a n t i a l l y  r e l a t e d  t o  a n  o r g a n i z a t i o n ' s  
exempt purpose merely because  i n c i d e n t a l  use i s  made of  t h e  trade 
o r  bus ine s s  i n  o rde r  t o  f u r t h e r  the  exempt purpose.  A t r a d e  o r  
b u s i n e s s  is cons idered  r e l a t e d  i f  opera ted  p r i m a r i l y  a s  an i n t e g r a l  
p a r t  o f  your educa t i ona l  a c t i v i t i e s ,  but is cons idered  unre l -a ted  
i f  ope r a t ed  i n  s ~ i b s t a n t i a l l y  t h e  same manner as a commercial 
ope ra t i on .  

Where t h e  d i s semina t ion  o f  publ ished m a t e r i a l  h.as t h e  
c h a r a c t e r i s t i c s  of  a t r a d e  o r  business ,  it is n o t  i n  f u r t h e r a n c e  
of a n  exempt purpose. Your use of t h e  " 9 0 O W  number t o  p rov ide  
in format ion  t o  new c a r  buyers  is an a c t i v i t y  engaged i n  f o r  t h e  
p roduc t ion  of  income from t h e  s a l e  of goods and  t h e  performance o f  
s e r v i c e s .  T h i s  i n h e r e n t l y  c o m e r c i a l  a c t i v i t y  does  n o t  l o s e  i ts  
i d e n t i t y  a s  such  merely because t h e  s e r v i c e  o r  in format ion  p rov ided  
may be educa t i ona l  i n  n a t u r e .  In  t h i s  regard, your  primary a c t i v i t y  
cannot  be d i s t i n g u i s h e d  from o t h e r  commercial p r o v i d e r s  of s e r v i c e s  
and in format ion  u t i l i z i n g  t h e  1t900w media. L ike  t h e  o r g a n i z a t i o n  
d i s c u s s e d  i n  Rev. Ruls. 60-351 and 67-4, supra ,  you are engaged i n  
a t r a d e  o r  b u s i n e s s  r a t h e r  than  a n  educa t i ona l  a c t i v i t y .  See a l s o  
Rev. Rul.  77-4, 1977-1 C.B. 1 4 1 .  

Because you a r e  p r e s e n t l y  organized f o r  the b e n e f i t  of p r i v a t e  
i n d i v i d u a l s ,  and because your  primary a c t i v i t y  c o n s t i t u t e s  a trade 
o r  bus ine s s  n o t  r e l a t e d  t o  any exempt purpose ,  w e  have concluded 
t h a t  you a r e  n o t  organized,  nor a r e  you operated e x c l u s i v e l y  f o r  
c h a r i t a b l e  o r  educa t i ona l  purposes  w i th in  t h e  meaning of s e c t i o n  
501(c )  ( 3 )  of t h e  Code. We the r e fo r e ,  can n o t  recognize  you as  
exempt under t h a t  s e c t i o n .  
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Contr ibut ions  t o  you a r e  not deduc t ib l e  under sec t ion  170 of 
t h e  Code. 

You are requi red  t o  file f e d e r a l  income t ax  r e t u r n s .  

You have t h e  r i g h t  t o  p r o t e s t  t h i s  ru l ing  i f  yo11 be l ieve  t h a t  
it is inco r rec t .  To p r o t e s t ,  you should submit a  s ta tement  of your 
views, w i t h  a f u l l  explanat ion of your  reasoning. This s ta tement  
r n u s t  be submitted wi th in  30 days  o f  the  date of t h i s  l e t t e r  and 
must be s igned  by one of your o f f i c e r s .  You a l s o  have a  r i g h t  t o  
a  zonference  j.n t h i s  off  i c e  a f t e r  your  statement is submitted. I f  
you want a  conference,  you mus t  r eques t  it when you f i l e  your 
p r o t e s t  s ta tement .  I f  you a r e  t o  be  represented by someone who is 
n o t  one  of your o f f i c e r s ,  he/she must f i l e  a  proper power of 
a t t o rney  and otherwise  q u a l i f y  under our Conference and P r a c t i c e  
Requirements. 

I f  you d o  not p r o t e s t  t h i s  proposed ru l ing  i n  a  t imely manner, 
it w i l l  be cons idered  by t h e  I n t e r n a l  Revenue Service a s  a f a i l u r e  
to  exhaus t  a v a i l a b l e  admin i s t r a t i ve  remedies. Sect ion 7428  (b) ( 2 )  
of the Code provides ,  i n  p a r t ,  t h a t  a  dec l a ra to ry  judgment o r  
decree under t h i s  s e c t i o n  s h a l l  not be  issued i n  any proceeding 
unless  the  United S t a t e s  Tax Court, the U.S. Court of Federal  
Clailds or  t h e  D i s t r i c t  Court of t h e  United S t a t e s  f o r  t h e  D i s t r i c t  
of Columbia determines  t h a t  the  organizat ion involved has exhausted 
admin i s t r a t i ve  remedies a v a i l a b l e  t o  it within t h e  I n t e r n a l  Revenue 
S e r v i c e .  

ccordance w i t h  
s e c t i o n  6104 (c) of t h e  Code. 

Sincerely  yours,  

******  ** ******  
Ch ie f ,  Exempt Orgallizations 
Rulings Branch 3 




